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ABSTRACT ’ . .

. For one important set of data, namely, the data on
unemployment and employment collected by the Census Bureau in its
monthly Curzent Population Survey (CPS),: some information on
nonsampling error is available that can be used to evaluate the
reqularly reported labor force figures. The paper is concerned with
the nonsampling error that relates specifically to measurement, or
response bias (the bias resulting from the\interview and enumeration
process itself). It examines and tabulates the extent of the response
bias and its effect on national estimatesiof unemployment and

employment. Unemployment rates corrected for this bias are estimated
and compared with official unemployment rates. Cyclical and secular .

i ences between official ‘and bias-adjhstéd estimates of - .
~unemployment are noted, and the alternative unemployment rates are -
related to such cyclically sensitive variables as GNP (Gross National
\ Product) gap, wage rates, and labor force participation rates..-Census

' . reinterviewing data, up to now unexplojted, contain new, potentially
valuable economic information. The data indicates that when the -
official unemplcyment rate is adjusted,\it is consistently and -
Lignificantly higher, with the gap betweer the unadjusted and the

adjusted rate widening in the most recent quarters. The Teinterview :§‘"
\ data also ‘indicate that the CPS consistently understates total
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\ employment. (Ruthor/LH) RN
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“lish this study on the effect of nonsamplmg error on estimates of unem-
" ployment, with the hopc, that it will increase awareness of and concern for

“interpretation of such smtlsllcs /

~deservedly or not, the nation’s most influential single statitic. It is an

‘goal, and it is a key guide for fiscal and monetary policies. It is ‘the

_not, to spend, or to save. It is a weathervane of the quality of lifc. ' '3"

“In recessions, understatement ‘of the unemploymunl rate has increased.

- ment, and lead to'improvements in survey and intervicw lu.hmqucs

‘Washington, D.C. . .

S oreword

The W. E. Upjohn Institute for Employment Rescarch is plc‘lscdulo pub-

measurement error in our national labor force statistics and will aid in the

The total unemploymml rate is probably thc most widely watched and.

index of psychologlcal and economic hardship and a measure of unused
manpower resources. It is uscd to express-our national full cmploymcnl

trigger that starts or stops the flow of billions of dollars of goveérnment
funds in a varicty of programs. Electiens-arec won-or-lost on its message.
It influences individual and far fdmll)’ decisions — whether to seek work or

This study is not concerned with the official concept or ddlmuon of
unemployment. Rather it deals’ with an important and frequently over-
looked error in the national data that results from thc interview and
collection process — a type of nonsdmplmg error called response bias.
Estimates of this error arc obtained from Census reinterview surveys and
are used to adjust the total unemployment figures. The resulting ddjuslcd
uncmploymcnl rate proves to be historically higher than the reported orc..

.The author subjccls the ddeSlCd unemployment estimates to a series of___—
sfatistical and econometric analyses and finds that'the Census reinterview '
ata add to our understanding of the CyCllCdI behavior of the economy.;

We- hope that- thesc findings, coupled with prcvnouxly unpublishgd
€ ddla will prove a uscful contribution in macroccononfic’
analysis, encourage further research on the measurement of unemplpy-

The author accepts full rcsponslblhly for lhc mluprudtlon of data and

any crrors in this paper.

\ .
" “Ben S. Stephansky
Associate Director”

December 1975
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Cyclical Behanior .
of Bzas—Adjusted Unemployment

Many users of socnal and economiic statistics are unaware Of the c.xnslcncc
or degree of nonsampling efror. in current data on uncmploymcnt The
magnitude of such error, however, may be greater than the more familiar -
error-due to samplmg variability. One reason for this unawareness is that
nonsampling error is difficult to conceptualize and measure. For one im-
portant set of data, namely, the data on un»mploymenl and employment
collected by the Census Bureau in its monlhly Current Population Suryey,
some information on nonsampling error is available that can be used to
evaluate the regularly reported labor force figures. The nonsamplmg ’
error that is of concern here relates specifically to measéirement bias, or ~
response bias, i.c., the bias which results from theinterview-and enumera-
tion process llsclf This paper will examine the extent of the response bias
and its effect on national estimates of unemployment and employment.
Unemployment rates corrected for this bias will be estimated and com-
parcd with official uncmployment rates. Cyelical and secular. differences’
between ofticial and bms-ddjuslcd estimates of unemployment will be
noted, and the alternative uncmployment rates will be related to such
cy(.llcally sensitive varmblcs as GNP gap, wage rates, and labor force
participation rates:

' Background

The Current Populauon Survcy (CPS) is & 47 000 houschold sample”
survey conducted by the Census Burcau to obtain ofticial monthly esti-
mates of employment, uncmploymcnl and other labor force and popula-
tion characteristics for the nation and various subgroups of the population.
CPS interviews are conducted djiring the week containing the 19th day
of the month and relate to activity or status during the previous week. In
the weck tollowmg the CPS survey, the Census Bureau conducts reinter-

_vicws, using different cnumerators, for a subsample of about 2,000 of
- the original CPS houscholds. In a given month reinterviews are conducted

for a sample selection of one- -sixth of interviewers and a further subsample
of one-third of theif work. All questions in the reinterview are the same
as in the original interview and refer to the same status period as in the
original interview. For 80 percent of the reinterview houscholds the rein-
tervicwer compares the responses trom the original murvncw and the re-”

The author appreciates the comments of members of the Census staff on an eorlier
draft and the help of the Statistical Indicators Division. of the Burcau of Economic
Analysis, with the data processing, He has benefited from conversations with W,
Owens, I. Schreiner. M. Boisen, M. Weitzman, L. Sicgel, and G. Naruasimham, He

-especially thanks the Census Director, Vincent P, Barabba, who has. unf(nlmlev-

supported all ‘.ﬂorls to increase the unhly of Census statistics.
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Jnferview, and any differences are retonciled. (Datd for the 20 percent
non-reconciled houscholds are used to evaluate reinterviewer performance
and for administrative purposes.) The reinterviewer and the respondent
together attempt-to determine the correct answer and ascertain the source
of, and possible reasons for, any differences. The main purpose of the
reinterviews is to provide the Census Bureau with a quality control check
on CPS interviewers. However, the reinterview results can also be used
to assess-the overall quality of the original survey results, and they repre-
sent an untapped source of -information for socioeconomic analysis.

. The reinterview data have several limitations, including relatively high
noninterview rates (around 10 percent missed interviews); a sample that

_is small for the purpose of estintating detailed characteristics; a rotation

‘group bias that differs from that of the full CPS; occasional months of
missing data when reinterviews were not conducted because of the de-
mands of large CPS supplements; the difficulty of clearly identifying the
person rcsponsnblu and the reasons for diffefences between the original
and reinterview responses; and up to-now insutlicient emphdsns on pro-
gr.lm dcsngn to obtain improved estimates of bias.

Nevertheless, there aré a priori reasons:to believe that the reinterview
results for some purposes may provide preferred estimates to the origindl
full-sample results. Reintervibwers are generally senior or supervisory
pc.rsonnd who are more highly paid than original interviewers. Reinter-
viewers are specifically instructed to try to reach the particular person in

—the—houschold about whom the quusuons are bcmg asked (sulf—respon-

“ERIC
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- dent), whereas the CPS interviewer's manual instruets original enumerators

to interview a knowledgeable mémber of the household who usually

_answers for all persons in the houschold. In addition, a careful attempt is

made in reinterview to reconcile and correct differences in responses
between original interview.and reinterview. Therefore, the after-recon-
ciliation rusulls can be rusdrdud as the more accurate.

The CPS practice of readily accepting a proxy rcspondunl in the ong—

inal interview could be expected to produce a downward bias in (lead to-
an understatement of) both uncmploymenl and employment.. In order

“to 'be counted as uhemployed in the CPS, a nonemployed person must

have actively looked for work in the preceding four weeks (checked with
an employment agency, employer, friend, or relative; placed or answered
a want ad; etc.); otherwise he is residually classified.as nor in the labor
force. As little as one hour of paid work-qualifies a person to be counted
as employed. However, it cannot rcasonably be assumed that in house-
holds with more than one potential carner all adult members of the house-
hold have perfect. knowledge of each other’s activities. Some houschold
members may not be awire of the specific jobsecking activities of othgr
household members ‘or may not know of their occasional or part-time
c.mploxmmt Therefore, thé use of prM) respondents in the CPS could ,

3
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T easily result in misclassifying genuinély unemployed and employed per-

e T

"ERIC

Aruitoxt provided by Eic:

N

sons into the not-in-the-labor-force category, with a consequent under-
statement of unemployment dnd employment,”Such misclassification

- would presumably be corrected by self-respondents in reinterview.
; s, A ]

As will be shown in this paper, the reinterview: results arc consistent
with _this hypothesis. Information obtained during the reconciliation pro-
cess is also supportive. Accordmg to reintgrviewer reports, the single most
lmporlanl reason for differences in unemployment between original inter-
view 1nd reinterview is that respondents were not fully informed about
the activities of othce-household members. Other factors associated with
understatement of CPS unemployment include not understanding the’
definition of looking for work, thinking of the wrong survey period, mis-
recording” information, not asking all required questions, assuming an-
swers, and conducting interviews under difficult or unfavorable conditions
(language problem, sickness in family, intoxication, etc.).!

It is also rcasonable to expect that the understatement of -unemployment
would increase in.recessions. Given a tendency toward misclassification
and und@rstatement of unemployment in original intervicw, the higher the
level of joblessness, the greater the number of persons who would be sub-
ject-t misclassification. The cyclical behavior of reinterview estimates of

uncmployment will be analyzed later in the paper. L
. |

Gross and Net Chanées' v R ' \

Dlﬂ‘crcncu in uanpIO)anl arc largest between briginal interview
and reinterview prior to rcconulmuon Reconciliation reduces these dif-
ferences substantially, but gross and net differences after reconciliation
often rémain large. In 1974, the latest full year for whichjdata are available
at this writing, there was a 38 percent average gross shify in unemployment
betwecn original CPS interview and reinterview before reconciliation; i.e..
the absolut¢ number of persons who moved into and out of unemploy-
ment status between interview and reinterview was equal to slightly more

.than one-third the number who were classified as unemployed upon rein-

terview prior to reconciliation. The gross shift after reconciliation declined -

to 22 percent of those finally classified as unemployed, of which half was
nonoffsetting (net shift).-Most differences involving movements into or
out of uncmploymcnt were associated with persons other than the head
of the houschold, i.c., women and leunagm This is the same group that
constitutes most ot lhc labor reserve.” or “*hidden um.mplovmun (see
Tella, 1965, and Dernburg and Strand, 1966)

‘Auordmn to the unpublished findings of 1. Schreiner of the Census Burcau dif-

“ferences in unemployment bgtween original interview and reinterview are larger,
when respondents ditfer or when respondents are proxy on original and seif’ on
reinterview than when responduus are self or thc same’ proxy holh times. N

- -3
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" oceurs when UAR s d_irccl,ly compared with UFS.) \

" relative 1o the level of uncrnplor_})

'

" The analysis that follows is based on'net differences in unemployment
after reconciliation. The labor force denominator of the unemployment
rate also reflects net shifts into and out of employment as well as un-
cmployment. - -7 '

S

Annual Estimates \ : :
Some indication of the rcljzlb}h\;/(ﬁ Census subsample estimates of

uncmployment can bw{nrc‘b‘bfc’om;’mring'lhc original CPS interview' re-
spanses of the reinterview subsample with the original responses of the
full CPS sample Table. | shows annual unemployment ratcs (1956-74)
for the full sample (UFS) and the original subsample (UOS). The series:
are quite similar, moving in clese cyclical consonance (F = .92).*In 13
of the 19 years, the two rates were either the same or differed by 0.1 per-

- centage point; in 5 years the difference was 0.2 point; and in 1 year (1965)

the difference was 0.5 point. ‘For all years the difference averaged 0.1
point, and far peak and trough years of ‘uneniployment the average dif-
ference was also 0.1 point. The degree of similarity in the two series would
scem to lend credibility\to the reinterview sample, at least for estimating

- yearly unemployment rates, and suggests that the reinterview program’s

limitations are not fatul. The reintérview subsample would appear to be
reasongbly representative, and small sample size hot a serious problem
for aggregate estimates. : : :

- The unemployment rate after reconciliation (UAR) is shown in Table
2, together with the percentage point difference betyeen UAR and UOS.

. As expected, UAR is generally higher than UOS. (diffgrences dre positive).

The implication is that UFS historically has been unddrstated by dn dnnual
average of 0.3 percentage point for the period 1956-74. This is.cquivalent
to 7 percent of the mean number of persons unemployéd.” Average annual
differences between, UAR and UOS are higher in thelsecond half of the
period (1966-74) than in the/tirst half (1956-65), avdreging 0.4 and 0.2

_ percentage. point, respectively. These differences are aqual to 9" percent

and 5 pcrccnli,rcspcclivcly. of the total number of pcrii)ns unemployed. .
(The pattern of relatively larger differences in the most recent decade also

\

1

- 3 A §
T . NG R | .
=See note, Table 1. The co‘rrcluuon‘\[s Based on histarical fuli—szlmplc duta not

_retrospeetively readjusted for subsequent changes in the definition of unemploymeént

in order to be on the same basié as the reinterview data which are not back-adjusted

- by the Census Bureau. Although not strictly compurable, full-sample annual unem-

ployment rites that have been historically revised for chianges in définition remain
highly correlated with original (unrevised)-estimates of unemployment from, the

" reinterview subsample (F = 95). 7\ . : .

1.6 standard error of the ilnnl\fl‘ll difference in the number of persons unemployed -

rent is equal to ubotit 12 percentage. points. This
is equivalent to about 0.1 pereemlage point in the totul unemployment rate (see U.S.
2). ’ '

I .

Bureau of the Gensus, 1963, p..
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C - Table 1 -

_‘Full-Sample and Reinterview Subsample/
Unemployment Rates .

1956-74
Original response ' Original fésponsc .

Year ~ full sample reinterview subsample
1956 : 3.8 ' - 3.7
-'1957 ‘ ' RGN ‘ ‘4.2 :
-1958 6.8 6.8

1959 55 5.6
1960 5.6 , 54
1961 6.7 . 6.9
1962 | 5.6 5.5

1963 ‘ 5.7 5.6

1964 | 5.2 52

1965 ‘\ o ' 4.6 5.1
1966 . . 3.9 40 .
1967 ’ . . 38 38 “\\
1968 .36, ) 3.7

1969 Vo 35 3.7
1970 ¢ 4.3 5.1
1971 . \ 5.9, 59

1972 5.6, \ 54
1973 4.9 : 50
1974 5.6 5.5 .

Note: Since reinterview estimates of unemployment for 1956-66 are .mul.?ﬁl/

‘only for persons age 14 and over, full-sample annual estimates for this period/are

also shown for age 14 and over as initially published, not readjusted for changes in
definition’ adopted in éither 1957 or. 1967. For 1967 on, all data are for persons

the 19- year pcnod 1956-74.

The ldrt,c.sl dlﬁcrcncc in lhc l9 -year punod (06 percentage. poml)
occurred -in 1974, a rclduvcly high unemployment year. In terms of
national ag regates this translates to 550,000 additional persons uncm-
ployed, equal to- L1 percent of total unemploymeént adjusted to include
the” understatement. The. unemployment rate difference doubled in sjze
between 1973 and 1974, comcndm;, with a sharp decline in real Gross
National Product and- N fivefold i increase in the GNP gap. At 6.1 percent,

UAR was 2.1 pcrccnlage points above 4 percent unemployment (as onc\

measure of full meloymcht) while UOS was only 1.6 points higher. How-

“ever, annual estimates of UAR-UOS do not reveal a consistent rciulnonshlp\

to yearly changes in the un‘cmploymcnl rate. _ !

5

5.

o

12

/

age 16 and over. There are 19 scattered months of unavailable reinterview data in,




Table 2

Remterwew Subsample Unemployment Ra(e .
1956-74
. Reconciled less
Year ) Rccorjcilcd original response
1966 - . 39 ! 0.2 .
1957 . 4.3 00 . -
1958 . 7.0 0.2 )
1959 5.8 0.2
/1960 57 .03
! 1961 7.2 0.3
. Co 1962 5.5 0o -
1961 Lt 6.0 04
1964 "5.7 05
1965 - 54 0.3
, . 1966 42 7 0.2
: / . 1967 4.3 ' 0.5 .
/ 1968 . | 4.0 0.3 o
/ 1969 - 4.1 0.4 ‘
’ 1970 5.5 0.4 S
. 1971 6.3 0.4
1972 © 5.6 0:2
1973 5.3 0.3
6.1 0.6

1974

[P
»

Tt*c compdmlwcly hxgh level of UAR occurred prmmnly as the result
of fower persons being classified as not in the labor force upon reifiter-
view, i.c., there was a consistent net shift between Qngmdl intérview and
* reinterview from nonparticipation in the labor force to unemployment,
“ mainly .among nonheads of. houscholds. Employment upon, reinterview . \

. g

was also conslslenllv higher thap.in orlgmdl interview, but usually by -l
. percent or’less per year. By comparison; for the not-in-the-labor-force -

category, thé reconciled_ reinterview count as a percent of the original -
subsdmple estimate rdngcd between 97 and 99 percent, dvcmgmg about
o 98 pcrunl for the pcnod 1956-74.

The undv.,rsldlcmcnl in the orlgmdllv measured civilian labor force
varicd between 0.9 percent (1962) and 1.7 percent (1974), averaging
1.2 po.cent for 1956-74. Over time, the reconciled estimates of the labor
for(.c ros¢ relative to the ongmdl subqample estimates: mainly, becausc.of
- the g,mwmg differential in unemployment. The average yearly percent
unduslatcmcm in the ongmdl labor force mcrc 1sed from 1.1 percent in
LY B . 4 «

6
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1956- 05 to 1.4 ercenl in’ 1966 74 In lhuc same periods the average
undc.rsldtgmcnt of the number of muncmploycd rose fromr 5.2 per-
cent to 9.1 percent, and for the cmployud irrose from 0.9 to 1.0 percent.

, Expressed in terms of full-sample (nationa l) estimates, the understate-
ment of the labor force amounted ‘to 0.7 milliort in {956 increased to 0.9
million in 1966, and to 1.5 million in 1974, Employment constituted
about 0.5 million, 0.7 million, and 0.9 million of the labor force gap in
thesce three years, rcspecllvcly ‘Although the percentage understfement
is greater for the number of persons uncmployed than for the employed,
in terms of a hcad count the understatement in cmployment is greater. For
the most recent deécade, the reintérview data imply an average annual

growth rate of the labor forcu that is aboul 0.1 point greater than the rate |

based on full-sample data. Table 3 shows the percent understatement in
thie labor force, cmploymcnl and unemploymcpt for 1956-74 dﬂﬂlld"V

1t should be mlphdsn/.cd at this point that these estimates of understdlc—

ment arc conscrvative: The 80 pcrccnl/r’econcilcd sample of households

i

e
e

“Table 3

Percent Understa(emem in Original Subsample Estimates:
of the Labor Forcg’, Employment, and Unemployment

1956-74 N
Year - Labor force Employment Unemployment
1956 1.08 . 0.87 6.21.
1957 ! 0.88 ©0.76 3.60 -
1958 - e 1.04 3.01
1959 | s 0.90 4.05
1960 4 1.09 0.86 5.21,
1961 099 070 4.84
1962 0.86., [ 0.82 1.23%
1963 1.22 .80 8.12
1964 | 1.21 0.74 9.01
1965 1.35 1.06 6.36.
{966 125 . 0.93° 8.02
1967 1.59 ; 106 13.28
1968 1.42 i 1.18 833
1969 . 1.44° i 1.01 11,11
1970 1.13 L 07 8.46
1971 1.39 } 101 706 -
1972 R I 1.09 _6.34
1973 Sl b 09 7.57
1974 Lo L6s o 1.02 11.62
g . 7 e /"

Yy

Y14
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reveals a significantly lower level of differences in response between orig-
inal. interview anJ initial reinterview than does the 20 percent non-
reconciled sample of households. The lower differences for the 80 percent
group are attributable to-reinterviewers not adhering to the rule of inde-
_ pendent interview in conducting the lunu.rvn.w Thus, some differences
| are concealed.

\

Vo

Quarterlv Trend-Cycle Estimates \ —

} Some additional indication of wlulhu‘ UAR or UAR- UosS Lonmm new

‘ cconomic information cun be obtained by corrélating these serics, and

‘ UFS, with other variables that would be expected to be related to unem-

o - ployment, However, correlations based on annual data would be limiting,
Cyclical fluctdations would be dampened, and 19 yearly observations are
insufficient to study relationships in subperiods. Therefore, quarterly un-
employment rate scries for UOS and UAR were assembled from unpub-

| lished Census data, starting with the sceond quarter of 1955 (earliest

| available), and were smsonu\ly adjusted using the Ccn\sus X-11 program

for quarterly data, : , ‘

|

|

|

|

|

Unfortunately, the quarterly estimates of unumploymcnt based on
reinterview data showed sizable random fluctuations, which reflect the
rclduvcly small size of the reinterview sample as compared with the full
CPS sample.' (Full-sample uremployment is virtually noise-free.) There-
fore, trend-cycle values . the seasonally adjusted original submmplc un- .
cmploymcnt rate (TCUOS) and of. the reconciled unemployment rate
-(TCUAR) were derived dnd are shown in Table 4.

TCUOS follows quarterly- UFS (currcnlly reported) reasonably closely .
| . (7 =93, 5502-7402). However, the relationship is closer:in the first ]
| o v decade (7 = .98, 5502-6404) than in the second (7 = ._86, 6501-7402). -

‘ _ TCUAR is mostly higher than TCUOS (and than UFS,), with the larg-
. est quarterly differences occurring in runs.” The average- difference for
b the 79 quarters shown in Table 4 was slightly less than 0.3 percentage
point. Differences were largest (0.4- percentage point or more) for the
relatively high unemployment periods 600426102, 6301-6403, 7103-

The overall standard deviition of the irregular component for the quarterly
‘ . original subsample unemployment rate and the reconciled rate was 5 percent (5502-
| : © 74020 1e., from the second quiarter in 1955 through the second quarter in 1974),
‘ although in one year (1972) it was as high as 15 percent or about equal to a varia-
- tion of 0.5 percentage point in the unemployment rate around trend-cycle values, -

A comparison of original interview and reconciled unemployment rates using
= hoth seasonally adjusted and vnadjusted data reveals that the moving average used
*in the trend-cydle daleulations did not produce the runs in, the difference between, .
the two lrcml»c_\'g!j unemployment rates. Rather; the runs are a characteristic of
the raw data. ) ' .
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7104, and 7303 on, and for the low unemployment p\.nods 6604 6702,

© 7 76803-6902, and 7001-7003. ‘ =

- . \
For comparative purposes an afternative (preferred) unemployment SN
~ rate was constructed that is adjusted for understatement and also fsee of
the noise cvident in lhc subsqmpk reinterview data. This was done simply

: " Tabje 4
Trend-Cycle Unemployment Rate
Original and Reconciled Subsample
Second Quarter 1955—Fourth Quarter 1974
Year and Original 47~ Yearand Original . =
quarter ‘response | Reconciled || - quarter, response - | Reconciled
, b e201 5.8 5.8
5502 4.3 . 4.5 || 6202 5.4 5.4
5503 - 4.2 4.4 6203 ‘5.5 5.4
5504 4.0 4.1 . 6204 5.6 5.7
5601 137 39 6301 5.6 6.0 -
5602 3.7 3.9 6302 /5.8 © 6.2
““*"ST(*B 39 - 4. 6303 5.6 6.1
5604 4.0 42 6304 54 5.9
5701 1 .40 4L 16401 5.4 5.9
. 5702 4.0 ] 40 | 6402 - 5.3 59
5703 4.1 4.3 6403 - 5.1 5.5 :
5704 4.8 5.1 6404 5.1 5.3
5801, 6.2 6.4 6501 5.2 5.5 .
5802 1.0 7.3 6502 5.1 5.4
-5803 7 7.1 7.2 6503 5.0 5.2
5804 6.7 68 | 6504 | 48 4.9
5901 N 6.2 6601 43 4.6
s 5902 5.6 57 7 6602 3.9. 4.1 s
5903 5.4 5.6 6603 3.7 39
, 5904 - 53 5.5 . 6604 3.6 4.0
w6001 51 53 6701 3.6 42
, ~ 6002 5.2 5.4 - T 6702 38 4.3
S L6003 5.5 5.8 6703 39 |, 44
6004 6.1 6.5 - 6704 387 4.3
6101 6.7 7.0 6801 37 39
TA6102 . 7.0 1.5 6802 3.7 38 .
6103 7.0 7.3 . 6803 -3.8 4.0
6104 6.5 6.6 6804 36 | 40
- : - - '\" (Continued)
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‘Table 4 (Continued)

' Trend-Cycle Unemployment Rate
: . Original and Reconciled Subsample.
Second Quarter l955—Fourlh Quarter 1974

Year and’ Original Yeir and Original
quarter response Revonciled quarter response Reconciled
. : 6901 3.5 4.0 7201 52 5.5
6902 3.6 42 S 7202 "~ 5.0 5.2
6903 3.8 4.1 7203 5.0 5.2
6904 4.3 4.5 7204 5.0 Sk
7001 4.8 52 || 7301 5.1 5.2y
7002 4.9 53 7302 5.1 54
7003 5.0 Sd4 -7 7303 4.9 5.3
¢ 7004 5.6 5.8 7304 49 5.4
7101 5.8 6.1 7401 5.1 5.8.
7102 6.0 6.3 7402 5.1 5.7
7103 6.0 6.5 7403 5.1 5.7
7104 57 6.2 7404 59 6.6

Note: For convenience, four-digit numbers are used here and throughout the
paper to express time periods (for example, 5502 means’the second quarter in 1955).
Estimates for 7403 and 7404 are actual values of unemployment adjusted by post-
sample estimates of the.trend-cycle cirve moving average weights. At this writing
- the available raw data indicate that the reconciled ununplmnunl rate was 0.4 per-
centage point hmher than the original response rute in 7501: 0.7 higher in 7502: and
0.4 higher in 7503. )

<

* by subtracting TCUOS from TCUAR* and adding the difference to sea-
" sonally adjusted UFS. The resulting adjusted riite (UADJ) frequently
divurgcd from TCUAR.. with the difference as much as 0.7 percentage
~point in some quarters. In-effect. JADJ is an upproxmmlnon of UFS cor-
rected for undo.rsmumun (bnas) e

Bias-Adjustcd Series

UFS 21;1(1 UADJ are shown in Tible § und Chart 1 for the period 5502-
7503+ 'UADIJ is higher than UFS, except in four quilrlcrs — three. where

3

B frcncl cycle’ mlhur than seasonally adjusted thhrunu.s were used beciuse mndom
fluctuations in-the original subsample and reconciled series, while similar, were not .
identical and hence would not have washed out, A multiplicative adjustment factor Gt
mkuldlcd from the raw reinterview data and applied to the full-sample ununplm-
ment rate before seasonal adjultment could be expected (0 yield slightly, but not.
significantly, different final trend-cycle estimates. Further research ‘on altundlnc
adjustment methodologies would be useful, ' -

?
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Table 5

Full-Sample and Bias-Adjusted Unemployment Rate
‘Second Quarter 1955—Third Quarter 1975

(Seasonally Adjusted)

Year Year oo
and Full Bias and  ° Full Bias
quarter “sample . | adjusted quarter siwnple adjusted -
6301 58 |- 62
5502 44. | 46 6302 57 | 6.l
5503 4.1 43 . . 6303 5.5 6.0
5504 1.2 43 6304 5.6 6.1
.- 5601 4.0 42 | 6401 | 55 |§ 60
5602 4.2 4.4 6402 52 5.8
5603 4.1 4.3 6403 5.0 5.4
5604 | 41 | 43 6404 5.0 52
5701 4.0 4.1 6501 . 4.9 5.2
5702 \.l 4.1 6502 4.7 5.0
5703 4.2 4.4 6503 4.4 4.6
5704 49 | '52 6504 4.1 4.2
5801 6.3 6.5 6601 3.9 42
5802 \7.4 7.6 6602 3.8 4.0
5803 13 7.4 6603 - 3.8 4.0
5804 6.\ 1 65 6604 3.7 4.1
5901 58% | 59 6701 3.8 4.4
5902 50 M| 5.2 6702 3.8 4.3
5903 . 5.3 5.5 6703 38 | . 43
5904 56 . | 5.8 - 6704 3.9 4.4
6001 5.2 C 5.4 6801 3.7 ° 3.9
6002 =52, 5.4 6802 3.6 3.7
6003 . 5.6 - 59 .|| 6803 3.5 3.7 Y
6004 6.3 . 6.7 "~ 6804 34 3.8 '
6101 68 |72 || 6901 34 3.9 .
* 6102 7.0 74 || 6902 3.4 4.0
6103 6.8 7.1 6903 . 3.6 3.9
6104 . 6.2 6.3 6904 36 . | 38
6201 5.6 - 5.6l 7001 42 | 4.6
6202 55 ] 55 7002 < |- 47 5.1 ..
6203 56° |..55 7003 5.2 5.6
6204 5.5 5.6 © 7004 5.8 6.0
» (Conlinued)v'f




‘Table § (Continued)

Full-Samplé and Bias-Adjusted Unemployment Rate
btcond Quarter 1955—Third Quarter 1975
(Scasonallv Adjusted)

Yeur . ’ Year :
cand Full Bias und Full Bias
quarter’ sample adjusted qu{urtcr sumple adjusted
7101 6:0 63 "}l 7401 | S0, 5.8 .
7102 59 6.2 il 7402 5.1 5.7
7103 6.0 6.5 | 7403 55 6.1
7104 6.0 6.5 7404 6:6 7.3
7201 . 5.8 6.1 7501 - | 8.3 8.7
7202 57 5.9 7502 © 89 9.6 .
7203. 5.6 5.8 7503 | -84 8.8
7204 .53 54 '
7301 - 5.0 5.0

7302 4.9 5.2

7303 4.8 5.2

7304 4.7 5.2 :

Note: The \djustmcnt of the full-sample unemployment rate in 1975 is based on

quarterly differences in raw reinterview data (UAR- U0S). The data in this t.\blc are
" those availuble as of December 1975. In 1976 and later years revised seasonal ad-
justment factors can be expected to raise or lower the full-sumple rate .in some
quarters of recent past years by 0.1 or 0.2 point. The adjusted mtc should bc revised
ICL()rdlngly by the s: tme amount.

lhe two r‘.lgs were the same (5702 6”01 6202) and onc where UADI
‘was 0.1 percentage point below UFS (6”03) The periods in which the
-differences were greatest are similar to; the” above-noted ermds wht.n
+ TCUAR was subsmnlmlly above TCUOS L .

UADJ does little to revise the umlg/g of UFS C)CllCd| turning points.
However, UADI shows a patteridof ingreasing relative to UFS from cycle
to cycle in successive peak uncmployn{cnl -quarters. By companson there

is nof a clear pattern of UADJ rmn# relative to U{-‘S .in 5uccusstvc low

um.mploymcnl quarters. - \

Inthe, 1957- 58 recession the unemployment rate in lhe high unemploy-
ment quarlcr (5802) was adjusted upward only slightly, from 7.4 pcrcent
(UFS) to 7.6 percent (UADJ). In the 1960-61.recession, the uncmploy-
ment rate in the high unémployment Quarter (6102) increased from*7.0
percent to 7.4 percent, or twice as much as in the prior recession. In the

third and fourth quarters of 1971 the ditference increased to 0.5 percent-

age-point (6.5 versus 6.0 pcru.nl) afd in the most recent. recession the

by
/
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difference in 7502 widened to 0.7 percentage point at which time UADJ
exceeded 9 percent — a record high. The pattern of a larger unemploy-
ment gap in peak unemploymeént periods is consistent with the expecta-
tion that increased joblessness provides more candidgtes who are, sub]cct
to misclassification and undcrcnumer‘mon in interview, :

Whereas UFS exhibited a marked ¥V pattern in 1973, reachlng a low
point in 7304, UADJ showed flatness throughout 1973 Thefreafter the -
gap between unemployment rates rose, varying between 0.4 and 0.7 per-
centage point (7401-7503), and averaging 0.6 point which is slightly

~ more than in other past periods of high or rising unemployment. Based
on Okun’s Law, which relates the GNP gap to unemployment, this is

- gquivalent to an additional average ‘annual output gap of about 2 percent.
Compared with UFS, UADJ in-1974-75 seemed to be /more consistent

- with the sharp increase in the percentage GNP gap in that period (i.e.,
Okun’s Law-type predictions should do better based on'UADJ).

Relation to Other Variables !

_ Although UADJ and TCUAR differ from UFS/ in terms of level and
variation in particular cyclical subpcnods the oyerull cyclical variation
in these series is not greatly different. Therefore, in comparative correla-
tions with other cy¢lical variables, large dlﬁcrdnces in 7 cannot be ex-
pected. Nevertheless, it will- be of interest tq observe the ‘direction of
change, if any, in 72 in correlations. where reinterview unemployment is

- substituted for full-sample. unemployment, . /as well as to note possible
differences in multxplo. regression analysns, eg, in cconometric wage
functions.

~In a simple correlation analysis, quar(crly UFS, UADJ and TCUAR:
were separately correlated . with (seasgnally adjusted) ‘GNP gap as an

. alternative aggregate utilization measure and with (seasonally adjusted)

~ average initial claims for unemploymcnt insurance under’state programs

- as an independent (non-CPS) unen)pIOYment measure. Correlations were
run for the period 5502-7402 (/= 77), and for the subperlod 6501-
7402 (n-= 38) when dlﬁcrcnces in unemployment between reinterview
and original intcrview were rclatlvely large. Coefliciénts of determination
adjusted for degrees of frcedom arc shown in Table 6.,

The dlffCl’Cl‘lCCb inF¥ W|thm table columns are not Ittrgc and one pair .
of ‘correlations is identical (top of column 1) Since the specific ™ arc

not fegarded as significantly dlﬁcrcnt from onec another at.a rcasonable
_level of type I .error, it cannot be firmly concluded on this evidence that . -

. the reinterview data comtain independent cyclical information. Neverthe-

less, the pattern of results and the direction of chdngcs in F are suggestive.

UADIJ did **better” than UFS 3 out of 4 times with the difference between

. relatively larger in the subperiod 6501-7402. By comparison, TCUAR

&
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“Table 6
7 for Selectcd Economic Series
\ - " : < Average . :
: . ) initial claims for GNP
Period and series ununplO) ment insurance® © gap®,
v : N . )
- 5502-7402 ‘ ) . :
Full sample (UFS) 7715 571
Adjusted (UADJ) . 775 770
Trend-cycle reconciled (TCUAR) .708 ‘ 710
$501-7402 , o
. Full sample (UFS) . o .690 .743
" Adjusted (UADJ) 755 794
Trend-cycle reconciled (TCUAR) 728 - 765

“ Note: The sign of r had the expected positive sign in all cases.
“Scasonally adjusted. ;

did not do as well as UFS dg‘unst cither the GNP gap or average initial
' uncmployment insurance claims in 5502-7402. However, TCUAR did
" do marginally better than UFS in both cases in 6501-7402, dllhough still
. not as well as UADJ. Within columns, 7#* were at all times higher in cor-
: relations which included UADJ than in correlations which used TCUAR '
Y - lending support to the’ choncc of UADJ as the preferred overall measurc

A closer comparison of TCWAR-TCUOS (i.c., UADJ- UFQ) and the
‘GNP gap in specific GNP cycles revealed four c‘(lcndt‘,d periods in which
. the two series moved together sequcnlmlly 6102-6203, 6401-6504,.and . =
7104-7204 (dcclmcs) -and 7301-7404 (increasc). The relationship was
particularly close during the 197 1-74 period when the unemployment rate
_ difference and the GNP gap both exhibited a pronounccd ¥ pattesn. The -
low point of the cycle was the same (7301) in both series, whereas UFS
did not bottom until 7304 — three quarters Liter. TCUAR by itself also’
. demonstrated the same supenor tlmlng ability rclanvc to UFS in that
: period.

. Cyclical fluctuations in mnml ungmploymcnl insurance claims closely
followed TCUAR-TCUOS in the period of rapidly rising “claims 5902-
6101, as well o in the subscquenl sharp decline through 1961. The two
series also moved similarly in both the exparnsionary and contractionary
phases of the unemployment cycle in the” penod after mid-1969, -with «-
TCUAR-TCUOS leading the I973 upturn in mllml cliims by .two -
quarters! .. ' - .
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Wage Rate

.We are interested hc,rc in investigating whether UADIJ will add to the
explanation of wage change and will shed any light on the effectiveness of
wage controls in the economy. UADJ and UFS will be scparately tested

in the wage rate equation of the Commerce Department’s Bureau of Eco- -

npmic Analysis (BEA), qu.lrterly cconometri¢c model.-The normal forni

of the wage function, Wthh is an extension of the Phllhps form, is:

WiW =a+b (I/Zw UFS ) — b, (UFS — UFS | )

1:4

- h3 (UP/U‘)O:3 + b, (HM/HM“) + b (PCI/PCM),

where W is nonfarm money wages per private employee in the current
quarter, expressed in relation to the average of the previous four quarters;
w is presct weights-spread over five quarters (rising slightly in quarter ¢-1
and declining thereafter); UFS is the 7* ample unemployment rate;
UP/U is the ratio of unemployed males . .. -54 to total CPS unemploy-

-.ment (a minor inconsistency in the presence of UADIJ), expressed as a

four-quarter average (the -current- and previous three quarters); HM is

average weekly hours of production workers in manufacturing: and PC is

the implicit prlce deflator for personal consumption expenditures, in which
quartcr t-l is expressed in relation to the average of the previous four
quaiters

The unemployment rate serves as the traditiona labor market pressure
variable, with the change in unemployment reflecting the short-run im-
mobility of labor. The primary worker ratio is a compositional variable;
the hours ratio compensates for the absence of hoiirs in the denominator
of the wage rate (depéndent variable); and lagged pncc change attempts

" to capture the effect of collective bargaining and price expectations. The
- important determmants of wage change are the:- uncmploymcnt and,price

" Comparing results.”R¢ is higher in cquation 2 than in equation I, but

— For a dchnled C‘(pl.lndll()n su: Hirsch etal,, l973

vanables

What is the eﬁcct ceteris partbus of subsututlng UADJ for UFS in the
wage function? The regression results for ‘the period 5602-7402 are
shown in Table 7. Equation | includes UFS, and cquation 2 uses UADJ.

only slightly. The, standard error of the estimate (SEE) of equation 2 is
lower, and the Durbin-Watson (DW) Statistic sllghtly higher indicating a

small reduction in first-order serial correlation in the residuals. The pres- -

ence of UADJ in equation 2 does not produce a sizable change in the
regression cocfficients of the level and changg unemployment variables,

although the independent impact of UADJ on calculated’ values of -
W/ W, .4 indicates shghtly more of a uampcmng eﬁect on wages. (com-

el
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“pared with the impact of UFS) in periods of rising unemployment. Furthes
supporting the use of the adjusted unemployment rate are a higher t-ratio’
and a higher partial R* for the unemployment change variable in equation

- 2 compared with equation 1. In the presence of UADJ, t-ratios and partial
R**for the unemployment mix and price change variablgs were also higher
in equation 2 than in equation 1. :

At key.turning points in the wage cycle, i.e., at quarterly peaks and
troughs of the dependent variable, UA DJ prodticed more accurate predic»
tions of wage change than UFS half of the time, although both equations  \’
tended to -underestimate at peaks and overestimate at troughs. There was
no difference in predicted wage rate changes from' equations 1 and 2'in
the post-sample period 7403-7404 based on actual values of the indepen-

.dent variables.

" A comparison of the actual'and calculated values of the change in wage
rates scrves as a test of the possible impact of wage controls, Since equa- -~
tions 1 and 2 presumablyl contain the major variables that determine wage

“change yet do not explicitf allow for the effect of controls or of “jaw-
boning,” we can look to yiie sign and size of the residuals to tell éhe story.
T Negative residuals in th€ control period would indicate that the explan-
atory variables in the efjuation would have produced a more rapid rise in . '
" wages than actually dccurred so that the difference between actual and
calculated values of the change in wage rates could be attributed to ¢on-
trols. Zero -Or positive residuals would indicate that controls had no
measurable effect in holding down wage increases. .

An examination of the residuals from equations 1 and 2 in the control
period 7103-7402 showed that they were mainly-positive'in both cases, a
result which fails to support the cffectiveness of the wage controls, al- -
though the average difference between actual and calculated wage rate
changes in équation 2 (which included UADJ) was slightly less than the
average residuals from equation 1 (which used UFS). During the guide-,
post period 1962-66,.however, the residuals from both equations were’
slightly negative, on average, indicating some restraining effect on wages, - .

“although the residuals did not differ in size.* = : ' ’

Differences in the regressiom results of equations 1 and 2.in the sub-

period 6501-7402 were similar to those noted above, except that the
- t-ratio and partial R* of the unemployment level variable in the subperiod

- ; . ; .

~Based on the finding of Tella and Tinsley (1967) and of Simler and Tella (1968),
the inclusion of estimates of the labor reserve (\]thcn(ial labor force less actual labor -
force) in the wage functton would likely reduce or elimina negative -residuals in .
‘the guidepost period, indicating little impact of moral suasion on holding down
aggregate wage increases. In a more recent study, Gordon (1 2) concluded that the
wage guideposts failed to hold down wage ‘riate increases, but found that wage con-
trals in 1971-72 were modetately cffective,: restfaining wagds by about a-half per=
centage point. _ . T
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equation strengthened slightly when UADJ was used (inereasing by 0.5

- and 0.03, respeetively ), whereas in the longer period there were no such
dlﬁcrcﬁ\nes between cquations for this varidble. Also, allhoubh the resid-
uals from the two subperiod equations were larger than in the full period
results, UADJ in the subperiod regression slightly improved wage change
predictions in each of the final six quarters ending in 7404, whieh ineluded
the post-sample estimates in the sccond half of 1974. ‘

-~

Labor Force Participation |

- ~Unemploymerit is a eommonly uscd variable in labor force participa-
tion-rate funetions to represent job opportunitics or labor demand. We
are interested in knowing the effeet, if any, of substituting UADJ for UFS
in a partieipation-rate funetion for seeondary workers (all age-sex groups
of working age exeept males age 25-54). We particularly want to know
the possnblc impact on estimates of the eyelical sensitivity of labor foree
‘participation_whieh is important in determining the size. of Iudden un——-

: empl()ym:rgljl\~~»~

The labor forec pdrtu:npdllon rate of secondary workers has been shown

to be eyelically sensitive to unemployment (or employment) as an index

~ of job opportunities* and exhibits an upward time trend. On net, inercases,

_in job opportunities (dccllnmg unemployment) result in rising labor forcc

participation, while worsening opportunities..(rising unemploymcnt) Te-.

sult in deelining labor foree patticipation. The'participation rate of prunc-
age male workers has not bccn found to-be cychcally r%ponsnve to cm- e
ployment demand. SCREE '

For present purposcs we can us¢ the s:mplc form of the pdrllmpallon
_ cquallon . .

(LIP) = a + b (UFS -+ UF.S"Z)/Z + b,T + h}T’

where the dcpcndunl v‘lrmblc is the seeondary labor forec. partieipation =Y
rate, UFS (or UADIJ) is the total unemployment rat¢ which is expressed A
as an average of the two prcvnous quarters, and T is a lincar time trend,

T and T* together reficet the rising nonlinear trend in (L/P);. Distributed *
lag dndlysls has shown that quarters ¢-1 and -2 are the most signifieant
for the uncmploymcnl variable, and there.is no persuasive evidenee that

. different wcnghls should be dpplu,d ‘to the separate quarters.

In his review of the literature, Mineer pointed out that Iag,glng the -
employment (unemployment) variable climipates most of the efror of
measurement bias that results from concfdung labor force ‘with unlagged

' t.mploymunt Mineer also convineingly argued that primary worker em-
ployment is a preferred eyelieal index of labor dcnmnd ‘However, since "

“For u fuller cxplu'n:nion and critique, see “Fella (1964, 1965), Dcﬁnburg and )
Strand (1966), und Mincer (1966). ) . . . .
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. age-sex detail is not readily available for the reinterview data to calculate
“a primary worker demand variable, we will use the lagged total unemploy-
. mient rate as an alternative. Since we wish to observe the effects of UADJ

versus UFS on the cyclical sensitivity of (L/P), ceteris paribus, full-
sample estimates of the labor force in the dependent variable will be used
in the alternative participation equations. Of course, the value of b, in an
equation that includes both full-sample L and UA DJ would not necessarily

be the same as b, in an equation that used L adjusted by the reinterview -

data and-UADJ (i.e., L adjusted in the same manner that UFS was
adjusted to obtain UADJ) Since there is this iriconsistency in using
(unadjusted) L with UADIJ in the same €quation, we mterpret any dif-

. ferences between.the’eq’u’m’&]’s below simply as a test of using UADJ
. versus"UFS 2 alternative proxy measures of the demand for labor for

~ - given estimates of labor supply In the equations, t-ratios appear in paren-

theses below the regression cocfficients. The regression penod is 6304-
7402. :

() (L/P), = 0.565 — 03I3UFS + UFS ,/2 4 0.00064T

(167.0). (59) R (4.2)
+ 0.000018T"> ’
5.7 . ,
R = .985; SEE = .0023; DW = 1.51.
() (L/P). = O. 563 — 0272U4DJ | + UADJ ;12 + 0.00069T
(144, 5) . @D / T @, 0)
+ 0.000017r. : J

(4.8)
.982; SEE = .0025; DW = 1.31.

The icgressmn results of equatlons I and 2 are notdistinctly dlﬂercnt

R: and SEE are similar; DW is slightly higher in equation I. While all
variables are highly statistically significant and the regression eoefficient
of unemploy"ment is lower in equation 2, it cannot be concluded that the
cyclical sensitivity of secondary worker participation has been significantly
lessened by the introduction of UADI; both of.the regression coefficients
fall in thé low range of existing estimates. When an ‘adjustment was madc
for autocorrelated error terms (Cochrane- Orcutt), the regression co-
efficient of the lagged adjusted unemployment rate rose and the regression
coeficient of the lagged full-sample rate declined, but only slightly.

An alternative sbcciﬁcation of the secondary participation function was
tried. In addition to the unemployment rate lagged one quarter, the dif-
ference between the unemployment rate in quarters -1 and (-2 was in-
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cluded as a crude test to capture the possible (positive) impact of other
househc ld members becoming unemployed: - '

(3) (LiP), = 0565 — 03I9UFS -+ 0.377UFSI —~ UFS,
_ Y164 (60) (2.3) : &
+ 0.000577 + 0.0000207"
(3.5) (5.9)
R* = .986; SEE = 0.0022; DW = 1.60.-
() (LIP), = 0.564 ~ 0274U4DJ, + 0.27TUADS | ~ UVADT,
(1432) (48 (1.9) ' i
"+ 0.00065T + €.000018T"
(3.8) (4.9)

R = .982; SEE = 0.0025; DW = 1.4l

Again, the regression coefficient of the levcl of the adjusted unemploy-
ment rate was shown to be lower (equation 4 compared wilh;equalion 3),
but not significantly. The sign of the unemployment charnge variable was
positive and could be interpreted as reflecting an income effect or an
additional worker effect (whcreas the negative coefficient of the level of
the unemployment rate reflects a discouraged wotker effect). However,
this variable is relatively weak, and the form of equations 1 and.2 is pre-
ferred. As was the case with the unemployment level, the regression co-
efficient of the unemployment change variable tended to be lower when
adjusted values of unemployment were used.

The tendency toward a reduced cyclical responsiveness of secondary
worker participation when UADJ was substituted for UFS in the different
forms of the equation also” occurred in two additional specifications —
when the unemployment rate lagged one quarter was used as the only
independent cyclical variabie,’and when the unemployment rate was sep-
arately lagged onc quarter and two quarters in the same equation. The
tendency was thus persistent and was not sensitive to the form of the
participation function. The difference between the regression coefficients
of the alternative unemployment rate variables in the (L/P)_function
was greatest when the rat¢s were expressed as UFS (h, =-451;t =
3.0); and UADJ , (b, =-306; 1 = 2.3). T 2

An investigation of the quarterly residuals and post-sample predictions
~of the (L/P), equations | and 2 did not reveal any striking differences.
However. the dampening cffects on se€ondary worker participation of
the 1970 recession were better predicted by equation 2, while equation
1.did relatively Letter in predicting (L/P), in the subsequent recovery
up to mid-1974. ' )




]
Summary and Conclusions - "
Census reinterview data have up to-now been unexploited, yet contain

new.and potentially valuable economic information. Using these data, we

have shown’that when the official unemployment rate (UFS) is adjusted |
for response bias, it is consistently and significantly higher, with the gap - :
between the unadjusted and the adjusted rate wrdemng in the most recent - <
“quarters. Ther¢ is a tendency for the gap to widen in perrods when there

are more unemployed persons subject to misclassification in-original inter-

view." The adjusted rate (UADJ) in the high unemployment quarter of

the recent recession (7502) was estimated to be 0.7 percentage point ,
above the official rate. For. 1974-75, the understatement in UFS dveraged

2 6 point.
b

UADIJ exhibited some difference in cyclical behavior compared to
UFS and in relation to, other economic variables. Cogfficients of determi-
nation tended to be higher, although not significantly, in selected periods
when UAD]J was substituted for UFS in correlations with average initial
unemployment insurance claims, GNP gap, and wage rates. The inclusion .
of UADJ in a wage function provided no support for the effectiveness of

wage controls. The usc of UADJ as an alternative démand variable in a
~secondary labor force participation function did not revise previous ésti-
mates of the cyclical sensitivity of labor supply. Compared to UFS, UADIJ i
appeared to be more consistent with the sharp rise in the percentage GNP e
gap in 1974-75. :

The comparatively high level of UADJ implies that the labor market has™
been looser and potential ‘output higher than previously realized. How-
ever, since UADJ-UFS consists mainly of secondary workers, the addi- ;_
tronal pér-person hours and earnings contribution,to GNP is Iess than for !

~ primary workers or for the average worker currently i ln the labor force.

o~

The reinterview data indicate that the CPS also consrstently under-
states total employment. Therefore, past inflation has occurred in the
face of higher adjust=d numbers of jobholders as well as jobseekers. These
findings suggest that ti:ose past periods which have been regarded as full-
employment - periods based on official full-sample labor force data, as
well as the choice of target rates of unemployment should perhaps be
reassessed. :

It is-hoped that the analysis and the time serics reported here will
encourage further research and experimentation with the reinterview, data.
Meanwhile, it would be desirable that more attention be given to improv-
ing the techmques of CPS interview, including placing greater reliance on
self-reporting rather than on proxy respondents. :
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